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Hong Kong has a highly developed unit trust industry in
relation to the size of the domestic stock and bond market.
Why is this? Can the unit trusts achieve higher return
and/or lower risks? How does an investor select an unit
trust? These questions and a number of related points are
discussed in this research report.
The primary objective of this research is to study the
performance of the unit trust industry in Hong Kong. There
are innumerable financial theories to evaluate the
performance of portfolio investments, notably Sharpe's
Index, Treynor's Index and Jensen's Index. Because of
technical reasons, we have chosen Sharpe's Index to be the
measurement tool.
Similar to studies in the U.S.A., the research found
that at a given level of risk, the unit trusts cannot
outperform another well-diversified portfolio.
Unit trusts, however, are good investment vehicles. For
a given level of return, unit trusts have a better diverfied
portfolio than what a small investor (those who have HK$2
million to invest) can achieve. On the other hand, for a
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In Hong Kong, small investors have no difficulty
investing in stocks and gold. While owning a single security
is risky if the issuer runs into financial trouble, it also
takes a sizable sum to buy several stocks. And to put
together a broadly diversified portfolio can require several
hundred thousand dollars. The unit trust addresses this
problem.
A unit trust is a means for pooling the resources of
investors with a common aim. With a low annual fee,
investors can enjoy such benefits as daily portfolio
monitoring by professionals, a single transaction for broad
market coverage and reduced risk by spreading investments.
The assets are secured through the trustee which serves as
an independent watchdog for the unitholders. Strictly
speaking, a unit trust is constituted by a trust deed made
between,-the investment manager and the trustee, who have to
be independent of each other.
Unit trusts often have varying objectives, and as a
result the funds' management policies also tend to differ.
Funds which emphasize capital gains attempt to invest mainly
2in growth stocks, while funds which emphasize current income
tend to build more balanced portfolios. But despite these
differences, some investment objectives and policies are
common to almost all the funds. For example, all unit trust
typically attempt:
(a) to increase returns through professional investment
analysis, and by taking full advantage of scale
economies in the management of the portfolio
(b) to decrease investment risk by diversifying the
portfolio.
A unit trust is known as an open-ended fund as new
units are offered for sale continuously and these can be
redeemed at any time at the request of the investor.
Usually, a unit trust will value its net assets every week
(some companies do it daily) and use this asset value to
determine the bid and offer price for each unit. The prices
are based on the current market value of the assets in the
fund after charges,. with the result that the unitholder has
an investment whose value always reflects market prices and
is always reliable. (See Appendix 1 for a sample valuation
of an unit trust).
If a customer want to sell his units, he may cash them
using the price quoted. The whole process between selling
the units and obtaining the cash will last one or two weeks
but the price will be determined on the date of application
for selling.
3At this point, we can identify some benefits of unit
trusts over other tvoes of investment
(a) All the assets are held by Trustees
With Mutual Funds and Investment Trusts, they are
not. The Trustee's role is particularly important
for individuals in ensuring that their investment
is safely held in independent hands.
(b) Assets are purchased, and realised at their par
value
With Investment Trusts particularly, usually
investors purchase and realise their shares at a
discount, sometimes substantial to the net asset
value
(c) Unit Trusts performance records are readily
available
With Mutual Funds and Investment Trusts, because
they are less popular, access to their past record
is difficult-
On choosing the right trust fund to invest, its risk
element and expected performance are of prime concern to
potential investors. In this research, we would like to
assess the risk and evaluate the performance of a number of
unit trusts in Hong Kong. In addition, we would also
investigate the ways in which a unit trust appeals to the
potential investors.
4Objectives of the Study
There are three major objectives in this research project:
(1) To assess the risk and evaluate the performance of
the trusts by comparing with the market indices
(2) To study how trusts appeal to customers
(3) To recommend to investors in selecting unit trust.
Clarification
The distinction between unit trusts and mutual funds is
blurred. They are both open-ended. investments in which new
units or shares are offered for sale continuously and can be
redeemed at any time. In fact they are sometimes treated as
synonymous. Their only difference is that a mutual fund,
although it can operate in Hong Kong, must be incorporated
elsewhere while a unit trust offers investment units which
are-placed with a recognized trustee. The units are turned
over by the trustee for investment to a management company
instead of offering shares in an investment company with an
open-ended capital. Since this minor difference will not




The scope of the study will be focused on the evalua-
tion of the performance of unit trusts in Hong Kong. The
first stage will concentrate on familiarisation with the
operating mechanism of unit trusts in Hong Kong. A
literature survey will be conducted. Data about unit trusts
will be collected and studied. Prices of unit trusts over
the past five years will be collected from local newspapers.
These are important data for analysing and evaluating trust
performance in different periods as well as their
performance as compared with their own risk levels.
The first stage will be followed by interviewing
several unit trust managers in Hong Kong four investment
managers have been interviewed by us. We also attended a
seminar on portfolio management conducted by the Hong Kong
Management Association. Their opinions, investment
objectives and investment philosophy, together with our in-
house analysis, will be used to evaluate the performance of
unit trusts in-Hong Kong over the past few years, especially
when compared with the performance of the Hong Kong stock
market.
Limitations
There are some expected limitations that we have to
6tackle before we can proceed with our study:
(1) One major block in our study is the excessive
number of unit trusts available in Hong Kong. In
March 1986, there were 168 funds in Hong Kong
already, ranging from currency funds to technology
fund. Recently (Dec., 1985), there was the
introduction of 'fund of funds'! With limited
resources, it is meaningless to try to examine
every fund. Our first task is to select a certain
number of funds that are manageable and still
enable us to conduct meaningful research.
(2) There are no comprehensive statistics available
and it is particularly difficult to make estimates
on the amount of private money under trusts
management although the recently formed Unit Trust
Association is compiling the value.
(3) The last question concerns about the market index.
We must select some market index which is
appropriate for comparison. This point is very
important as it significantly affects the result.
Setting criteria for the study
The researchers have set several criteria to select





The researchers have also selected some indices for
comparing the performance of unit trusts:




UNIT TRUSTS IN HONG KONG
Unit Trusts Regulations in Hong Kong
The first unit trust in Hong Kong was established in
the early 1960's. From the late 70's to 80's there was a
high growth period of local unit trusts business-- both in
the number of trust funds and in their sizes.
The unit trusts are regulated by a number of ordinances
designed to protect the interest of unitholders, viz. the
Securities Ordinance, Protection of Investor Ordinance and
the Hong Kong Code on Unit Trusts and Mutual Funds.
All funds that carry out investment business in Hong
Kong are required to register with the Commissioner of
Securities. Only those trusts authorised in Hong Kong may be
sold to the public and a management company incorporated
outside Hong Kong must have a Hong Kong representative
through whom writs may be served. A trustee must be
acceptable to the Committee on Unit Trusts, while the trust
deed is required to specify charges and to contain provi-
sions for the dismissal of managers.
An explanatory memorandum has to state clearly the
investment areas, the investment policy, the investment
restrictions, the distribution policy, fees and charges and
the minimum investment amount. This is required to provide
9details of the fund and comprehensive information for the
benefit of unitholders
The explanatory memorandum also states very clearly the
limitations on the investment of the trusts. The value of a
trust's holding of a security, as well as the value of a
trust's holding of unquoted securities, gold bullion and
commodities are limited.
The investment managers are also forbidden to invest in
the following ways on behalf of the trusts-- to invest in
land or interest in land, make short sales, invest'in a way
that put the trust in unlimited liability, invest in unit
trusts or mutual funds, or invest in gold bullion not
specifically allocated to the trust. The restrictions will
vary from trust to trust, subject to the restrictions from
time to time imposed by the Securities Commission in Hong
Kong.
Hong Kong As the Home of Unit Trusts
Up to May 1985 there are 168 registered funds in Hong
Kong of which 59 funds are locally established. These 59
funds have a total of about 9 billion HK dollars in assets
and have wide range of investments, including stocks, bonds
and currencies in specific geographical areas.
In 1978, the unit trusts managed in Hong Kong had
estimated assets only of $500 million. The tremendous growth
10
of the industry since then can be attributed to several
factors.
Hong Kong is probably the most efficient and inexpen-
sive place to establish unit trusts. From an investment
management standpoint Hong Kong's greatest appeal lay
originally in its communication networks. The fund managers
can get necessary information quickly and accurately.
Apart from communication networks, Hong Kong's
proximity to Japan and other South East Asian countries
makes it a home of trusts. Hong Kong is a favourable place
to tap the investment potential in Japan, the resource
wealth of Malaysia and Australia and the growing economies
of ASEAN (Singapore, Malaysia, Thailand, Indonesia and the
Philippines).
Hong Kong also offers other less tangible benefits. It
readily grants expatriate expertise residential status and
facilities, it has an industrious and interested local
population, (now emerging at the upper levels of various
investment groups) and has a favourable tax structure for
both corporations and individuals.
This is the appropriate time to describe what kind of
unit trusts will a typical investment company offer, for
example, on early 1986, Schroders Asia Limited cffers five
unit trusts as listed in Table 3.1 below:
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Table 3.1
Unit Trusts Offered By the Schroders Asia Ltd.
Established Currency Portfolio Emphasis
Schroders Asia
Int'l Fund Jan/72 US$ International
Schroders Japan
Fund Mar/77 US$ Japan
Schroders Hong
Kong Fund Oct/82 HK$ Hong Kong
Schroders Asian
Fund May/74 US$ Asia
Schroders Curr
encyBond Fund Feb/76 US$ International
Actually, many of the Hong Kong-based funds are set up
to specialise in Far Eastern markets. The asset distribution
of the unit trusts offered by Schroders Asia are listed in
Appendix 2.
As stated before, there is a very wide range of
different Unit Trust funds now available to investors.
First, all the major stock markets of the world are covered
by funds that are investing into Blue Chips or the larger
leading stocks, and by more specialist funds investing say
into smaller companies in the U.S., Japan, the U.K. and so
on.
Secondly, for a number of investors the level of
income they receive from their investments is important and
therefore certain Unit Trusts have been developed that give
a higher yield than average, perhaps by investing in fixed
12
interest investments, Government bonds, securities and the
like. There are income funds also that invest only into
higher yielding equities, thus giving the possibility of
capital growth as well as income.
The particular categories elected by Unit Trust
management companies to identify their funds have tended to
fall within the following lines:
(a) General Funds-- Growth orientated
(b) Income Funds
(c) Specific Objective Funds, by nature or geographic
-- such as Japan, America, Europe
(d) Specialist Funds-- such as Smaller Companies, in
U.K., Japan, America or metal
and mineral type
(e) Fixed Interest or Currency Bond Funds
.(a) General Funds
The general or balanced unit trust is the most
traditional type of unit trust. It provides investors with a
wide spread of risk through investment in both equities and
fixed-income securities in a balanced proportion. They are
designed to provide both a reasonable income return and also
Iona-term capital arowth.
(b) Income Funds
Unit trusts that fall in the income category have their
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common objective to provide a steady and growing income. The
assets are usually invested in national and international
bonds, government securities, deposits, certificate of
deposits and other money-market instruments. These
securities are denominated in one or more than one currency.
(c) Specific Objective Funds
Most of these kinds of trusts that are offered in Hong
Kong are having concentrated portfolios. The'-concentrated
portfolios have their assets invested in the high-growth
Asian countries, such as Japan, Hong Kong, Singapore,
Thailand, Malaysia, the Philippines, Indonesia or a
combination of these countries. The creation of this kind of
trust originated from the rapid growth in the Asia and
Pacific region.
(d) Specialist Funds
The list of specialist fund includes trusts investing
in sectors which offer a wider spread of stocks, such as
commodities, oils and energy, raw materials, small companies
etc. Specialist fund always invest for capital growth and
because of the limitations, the price of unit tends to be
more volatile than the price of units in General or Income
category. This feature gives Specialist a higher risk
investments.
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(e) Fixed Interest Or Currency & Bond Funds
This kind of fund has the aim of providing a high
degree of security of capital together with a comparatively
high level of income. Shorter term investments are made in
deposits with leading banks, commercial papers of leading
international companies, government bonds and similar
obligations. The currency and bond funds are therefore
rather similar to income funds. The fluctuation of interest
rates in the late 1970's was the catalyst which brought
these funds into the market.
Where's the Money Coming From?
Not more than 10% of the funds' assets are coming from
Hong Kong based investors. Most of the funds are aimed at
overseas investors in the UK or Europe. Unitholders can be
divided into two groups: institutions and individuals.
1. Institutions
U.K. institutions are by far the largest supporter of
Hong Kong-based trusts. Having recognised Hong Kong's
advantages, they have used the expertise of Hong Kong in the
Pacific Basin to educate themselves on the currencies,
markets and intricacies of the area. The structures of US
securities regulations make it difficult for US funds to set




Although numerous U.K. trusts invest significant sums
for individuals in Hong Kong, the public have historically
played only a small direct part in the local industry.
Unlike their overseas counterparts, Asian investors are
active participants in local markets. With the exception of
Japan, the small size of regional economies limits market
choice and minimises the need for professional expertise.
In addition, unlike the more conservative expatriates
who find market volatility frightening, the local investors
thrive on activity and personally enjoy making and
presumably losing money as a social activity. As-a result,
in the past years, the industry has not advertised itself
locally as much as it does elsewhere.
Nevertheless, in an increasingly volatile world the
benefits of unit trust investments in terms. of currency,
market and investment diversification may well induce
growing support. Many investment companies has just launched
their new marketing plans to attract local investors.
The local market potential is great. To tap this
market, however, the unit trust industry must justify its




THEORETICAL BACKGROUND ON PORTFOLIO INVESTMENT
This chapter is to give some theoretical indications on
the risk and return of unit trust investments and to see
whether it can enjoy lower risk, higher return through its
professional management and diversified portfolio.
Understanding Risk
The term Risk is widely defined as the variability of
rate of return. A greater risk implies more uncertainty in
the rate of return of an instrument over-some period in the
future. In general there are very few means of predicting
the future many tend to calculate by measuring the past
rate of return. That is, by applying the past variabilities
to measure the future, even for a higher unexpected.. rate of
return that surpasses its duly expected return, then that
extra profit is risk. Before we progress further, let us
analyse some of the sources of risk that may arise in a
portfolio.
.1. International Market Risk
This is a broad category of risks that involve
politics, currency, business and liquidity (or interest
rate). In a foreign country, the government may pass laws
unfavourable to the investors such as one which prohibits
17
inflow/outflow of capital. Foreign exchange risk, or
currency risk, would either increase or reduce an investors
profit, and it is one that cannot be ignored.
2. Business Risk
A specific type of risk involved in buying individual
securities would be in the viability of a company's product
the market. Such a business risk may be clarified by
studying the corporate strategies, business growth and
diversification of the company.
3_ Liquidity Risk
In a highly inflationary environment, there is a danger
of reducing the real rate of return that leads to a decline
in stock value due to high interest rates. Consequently the
bond yields would rise while the price of bonds and
securities would fall. Hence it has a choking effect on
the growth of the stock and bond markets.
Measurement of Risk
The risk of an investment lies in the fact that the
actual return to be realized can be quite different from the
expected return. The expected risk depends on the degree of
variability of possible returns from the expected return.
The commonly used method to measure this variability is the
standard deviation:
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where the standard deviation of the expected return
i.e. the degree of risk
the probability of occurence of each possible
return
the possible rate of return
the expected return
In practice, the possible rate of return is indicated
by reviewing the historical record of return in the past 5-
10 years. The probability of occurence of each possible
return is estimated by the historical frequency
distributions of actual returns.
Expected Risk and Return of a Portfolio
The expected return of a portfolio is just the weighted
average of the expected return of each security in the
portfolio. The formula for its calculation is:
wher Ep expected return of a portfolio
Xi= proportion of total portfolio invested in
security i
Ci= expected return of security i
N= total number of securities in a portfolio
The expected risk of a portfolio is however, less than
or equal to the weighted-average risk of the portfolio. The
effect of diversifying investments has caused some
variability in return to cancel out each other, thus
resulting in a smaller rick
The portfolio risk is positively related to:
1. The risk (standard deviation) of each security.
2. The correlation between each pair of securities.
3. The amount invested in each security.
For a N-security portfolio, the risk is:
where O)b= standard deviation of the portfolio's return
Xj= percentage of total portfolio value in security i
xj= percentage of total portfolio value in security j
i= standard deviation of return of security i
6j,= standard deviation of return of security j
Pij= coefficient of correlation between securities i
J31
where Aj lies between -1 and +1
If fij= 1, which means that the securities are
completely correlated, the equation becomes:
= the weighted average of the individual risk.
20
For different types of securities, the coeficient of
correlation is highly likely to be smaller than 1, which
means that the portfolio risk is smaller than the weighted
average of the risk of securities and the difference depends
on the correlation of the securities. Hence for a unit
trust investment with a large capital base, it can well
enjoy a smaller risk through diversification of its
investment as prescribed.
Risk and Return Relationship
The Capital Market Theory states that there is a
positive linear relationship between risk and return. The
Capital Market Line can be expressed mathematically by the
following equation:
where E(R)P= the expected return of an efficient portfolio
Rf= risk-free return
E(R)M = the expected return on the market (index)
Qq= the standard deviation in returns on the market
the standard deviation in returns on the
efficient portfolio.
Diagrammatically the relationship is shown in Figure 4A.
21







is the intercept and is the slope of
the equation. Therefore, the higher the risk of the
portfolio, the higher is the expected return.
Another way to measure the portfolio risk is to use the
beta 9 of the portfolio as an indication of risk.
The risk (total risk) of a portfolio is of two
type- systematic risk and non-systematic risk. Systematic
risk is the variation in the portfolio return from the
general market influence. Non-systematic risk is the
variation in the portfolio return originating from the
independent variation in returns of individual securities.
Beta is a measure of the systematic risk of the portfolio.
It can be found by regressing the rates of return of the
portfolio on the rates of return on the market index.
The slope of the regression line is the portfolio beta.
Since the non-systematic risks in a well-diversified
0
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portfolio are expected mostly to cancel out, the
systematic risk i.e. the beta is then an approximation
of the total risk.
Can Someone Obtain Higher Return for a Given Risk Level?
When we compare a unit trust investment with another
investment which concentrates on one or just a few
securities only, we may definitely say that unit trust can
obtain higher return for a given risk level. The reason is
simple: a unit trust is a well-diversified portfolio and we
have shown in the previous paragraphs that a well-
diversified portfolio can reduce risk. i.e. For a given
level of return, the risk of the unit trust is lower. In
other words, for a given level of risk, the return is
higher.
What the researchers are more interested is that when
we compare a unit trust investment with another well-
diversified portfolio, can it still have superior results?
This relates to the question on as to whether it is possible
that someone who has better access to information can
perform better than the average and can obtain a higher
return at a given risk level? The unit trust fund managers
are professional investors. They are well-trained, they
have the advanced computer technology to help their
analysis, they are closer to the market than normal
investors. It is likely that they can always beat the
market.
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The answer to this problem depends very much on
whether there is an efficient security market. Efficiency
means the ability of the market to function so that prices
of securities react rapidly to new information. Such
efficiency will produce prices that are appropriate in terms
of current knowledge.
Three Forms of Efficient Market Hypothesis
The efficient market hypothesis is of three varieties:
weak form, semi-strong form and strong form.
The weak-form hypothesis is also known as the 'random
walk' hypothesis. It holds that the security prices are
determined by the inflow of news, which enters into the
market randomly. A knowledge of past prices would not
provide information about future prices and would not enable
the investor to earn a rate of return higher than a simple
buy-and-hold strategy.
The semi-strong form hypothesis states that all
publicly available information is immediately reflected in
market prices. The analysis of publicly available
information as done in traditional security analysis will
not provide a higher rate of return than a simple procedure
of buy and hold for a randomly selected portfolio.
The strong form hypothesis holds that the present
market prices of securities reflect all the information that
can be known about a company, including such priviledged
24
information which might be available to corporate insiders,
specialists on the exchange, and superior analysts from in-
depth studies.
Accordingly, if the market is in the state of strong
form hypothesis, then the unit trust fund managers who are
specialists will obtain a better return than the market.
But if it is in the other extreme- the weak form, then the
fund managers will not beat the market in the long run.
25
CHAPTER FIVE
Studies of unit trusts in the USA
The major effort to specify a system of objective
measurements of investment performance was carried out by
William Sharpe and Jack Treynor. This chapter will study and
compare their findings.
Sharpe's Approach
Sharpe suggested that an index of performance be
calculated in the following manner:
Performance Index of Portfolio (P.1.)
where: Rp= average rate of return of the portfolio
Rf= riskless rate of interest
Rp= standard deviation of rate of return of the portfolio
The numerator (Rp -9f) represents excess return (or
risk premium) for assuming risk. The denominator ( 6)
measures the degree of risk assumed. The performance index
measures excess return per unit of risk. The greater the
index, the better is the portfolio's performance.
For example,comparing the performance of two portfolios
with the market portfolio as measured by SP's 500 Composite
as based on the records of the past three years:
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Rp Rf
Portfolio A 14% 18% 5%
Portfolio B 10% 12% 5%
12% 10% 5%Market portfolio
(SP's 500)




In terms of rate of return alone, portfolio A was the
best. However, on a risk-adjusted return basis, the market
index was the best. For each percent of risk assumed, the
market index received 0.7% excess return, higher than both
portfolios A B.
The comparison of the three portfolios is also shown
graphically in Fig. 5A. The performance index of each
portfolio is indicated by the slope of the line linking the
risk-free interest rate and the point representing the
individual portfolio. The market portfolio has the highest
slope and, therefore was the best performer among the three
portfolios. In a reasonably efficient market, it is expect
that all highly diversified portfolios (and unit trust
comprise an excellent proxy) to cluster in a random fashion
along the estimated market line. An unit trust which
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Figure 5A
Return, Risk Premium and Total
Risk of Three Portfolios
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case of inadequate risk-return performance a rational mean-
variance investor will not consciously choose such a unit
trust since he can improve his position by investing in a
randomly diversified portfolio.
Treynor's ADnroach
Jack Treynor conceived an index of portfolio
performance on the basis of the systematic risk of the
portfolio as measured by the beta coefficient of the
portolio. His formula is:
Performance Index (P.I.)
where: p= average rate of return of the portfolio
}'= riskless rate of interest
by= beta coefficient of the portfolio
- Rf) representing excess return isThe numerator( p
the same as in Sharpe's index. The denominator(
indicates the systematic risk of a portfolio as measured by
the beta coefficient between the rates of returns of
portfolio and the market index. In a well-diversified
portfolio, the specific risks of individual securities are
expected mostly to cancel out, and only the systematic risk
is left in the portfolio. Therefore, Treynor suggests that
the excess return of a portfolio be compared to the
systematic risk, rather than the total risk of a portfolio.
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Jensen's Approach
Jensen's measure of portfolio performance is based on
the capital asset pricing model. The basic version of the
CAPM is expressed by the equation:
where: E(rr)= expected return of a portfolio
Rf= risk-free interest rate
G(YM)= expected return of a market index
= beta of a portfolio
This equation expresses ex ante relationships. If
investors in general can fulfill their expectations
according to the equation or, in other words, the equation
is empirically valid, the equation can be stated in
empirical form as:
Jensen's approach to evaluating portfolio performance
involves two steps. First, using this equation, he
calculates what the return of a given portfolio should be on
the basis of b, /kr and/. Second, he compares the actual
realized return of the portfolio with the calculated or
predicted return. The greater the excess of realized return
over the calculated return, the better the performance of
theortfolio.
For example, we are comparing the performance of three
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portfolios and the market index as represented by SP's 500
Composite. The actual results of portfolios and the market
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The return of the three portfolios on the basis of the
CAPM should be:
Portfolio 1 5% + (11% - 5%) x 1.2 = 5% + 7.2% = 12.2%
2 5% + (11% - 5%) x 8 = 5% + 4% = 9.8%
3 5% + (11% - 5%) x 1.5 = 5% + 9% = 14%
The differences between actual realized returns and the
calculated return for the three portfolios are:
Portfolio 1 13% - 12.2% = 0.8%
2 10% - 9.8% = 0.2%
3 16% - 14% = 2.0%
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The risk adjusted performances of the three portfolios
based on Jensen's approach indicated that portfolio 3 was
the best, portfolio 1 second, and portfolio 2 the worst.





Treynor's approach indicates the same ranking of the
three portfolios as Jensen's approach. The two approaches
are related, because they both use beta to represent risk of
a portfolio.
Comparison of Sharpe and Treynor Indexes
Both performance indexes are risk-adjusted. The
difference between the two lies in the fact that Treynor's
index relates excess return to the systematic risk of a
portfolio, whereas Sharpe's index relates excess return to
total risk of a portfolio.
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CHAPTER SIX
OUR STUDY ON UNIT TRUST PERFORMANCE IN HONG KONG
Sharpe, Treynor and Jensen's efforts to evaluate unit
trusts' performance in the United States are attempts to
find out if the fund managers are really outstanding
performers and have insights on the efficiency of the
security market.
The study of unit trusts in Hong Kong is pioneered by
Dr. Ip Yiu-Keung of the Chinese University of Hong Kong who
conducted a research on the performance of twelve unit
trusts in the late 1970s. As the unit trust industry has
expanded rapidly in the 1980s, there is more information
available and the sample size can be larger. Hopefully,
more findings about the industry would be obtained.
Choice of a Period of Study
A 5-year period from 1981 to 1985 is chosen for study.
For too short a period, the limited data may cause biased
results. For too long a period, the old performance figure
may not be too meaningful. So the 5-year period is quite an
optimal period. The year-end figures of the funds are then
collected for comparison.
Choice of Sample Size
Out of the over 160 funds in Hong Kong, 31 of them
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are chosen in the study. All of them-have been for sale
continuously during the past 5 years. This represents 20%
of the total population and is quite a representative
sample. The names of the sample funds will be given in the
following chapter.
Choice of a Performance Index
Only the Sharpe's index is employed for performance
comparison. The reason why Treynor and Jensen's indices are
not used is more of technical aspect: unit trusts in Hong
Kong are usually invested in a geographically diversified
manner in the Asian Pacific region so that it is more
difficult to calculate the beta of the investment. As
Treynor and Jensen's indices all involve the use of beta,
these indices can only be calculated with high degree of
inaccuracy. Furthermore, past studies in the USA have shown
that all 3 indices give similar results. Therefore the use
of Sharpe's index only will also yield a meaningful result.
Choice of a Risk-Free Rate
Sharpe's performance index involves the risk-free rate
of return in calculation in which the Three-Month Treasury
Bill Rate is chosen to represent the risk-free rate. Since
there are no Treasury Bills in Hong Kong, the domestic
saving rate is chosen as the riskless rate of returns. The
average saving rate for the 5-year period is calculated to
34
be 7.2146% (Appenaix Three).
Sources of Data
Data on the various funds are collected in three ways:
(a) Various issues of the South China Morning Post in
1980-85 gives the price movements of funds.
(Appendix Four shows a sample of it.)
(b) Promotion pamphlets and explanatory memorandum of
the funds in study give the scope of their
investments. Some of them even contain performance
and dividend data.
(c) The Customer Information Sheet given by the
Personal Financial Consultants Ltd., a unit trust
management service company, to its customers
contains figures on the cumulative growth rates of
various funds. (Appendix Five)
Choice of Market Indices
As described, many of the funds in Hong Kong have a
geographically diversified nature. This means that it is
difficult to find a single market index comparable with the
fund performance. What the researchers can do is to study
the explanatory memorandum of each selected fund to note for
the emphasized investment area of that fund.
For instance, the Jardine Fleming Pacific Income Trust
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has its investment covering the whole of the Asian Pacific
region, but has its emphasis on the Japanese security
market. Investments in Japan normally comprise 80- 90% of
the fund's total assets. So for this study we would compare
the performance of this fund with the representative market
index of Japan- the Nikkei Dow Jones Index and accept a
certain degree of inaccuracy.
Another example is the Jardine Fleming Eastern Trust.
It has its investment'in the South-East Asia region but
emphasizes in Hong Kong. The total assets invested in Hong
Kong normally stay at 70- 80%. So we would compare its
performance with the Hang Seng Index- the representative
market index of Honq Kong.
In this way, 20 funds out of the sample of 31 can be
compared with the respective indices while the other ones
are difficult to compare. The indices used are:
(a) New York Dow Jones Industrial Average- to compare
with the funds emphasized in the USA security
market
(b) Hang Seng Index- to compare with the funds
emphasized in the Hong Kong market
(c) Nikkei Dow Jones Index- to compare with the funds
PmnhasiPc1 in the .lanan market
(d) Capital International Index- to compare with the
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international funds
(e) Australian All Ordinaries- to compare with the
funds emphasized in Australia
Limitations of the Study
There are two major limitations in the study. One is
the use of the market indices as described above which
unavoidably gives some degree of inaccuracy in comparison.
The second limitation is on the foreign exchange
conversion. Most of the funds in Hong Kong are quoted in
foreign currencies, mainly in US dollar. In the years 1980-
85 there is a depreciation of the Hong Kong dollar against
most of the other currencies. Table 6.1 shows the exchange
rate of Hong Kong dollar against a number of foreign
currencies in the year ends of 1980-85.
Table 6.1
Performance of HK Dollar Aqainst Other Currencies
1984 198519831980 1981 1982Currency
12.89 12.80 12.8015.4217.6119.18US Dollar
2989 25713221364238873994Japanese Yen
9.51 8.90 10.98 8.899.228.23Sterling
40.2734.81 31.5539.76 36.7638.04Deutsche Mark
14.35 18.9015.84 15.5015.7216.53Australian Dollar
(100 units of Hong Kong Dollar against other currencies)
Data extracted and rearranged from the Hong Kong Economic
Journal, various issues
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Because of the exchange rate fluctuations, the
performance of the funds are distorted. For example during
the year a Japanese trust may perform badly in terms of the
growth rate in Japanese Yen, but it may turn out to show
good growth rate if we convert it back into HK Dollar. The
depreciation of Hong Kong Dollar against Japanese Yen has
given such a result.
In this study, the standpoint is that of the investors
in Hong Kong. -Therefore, all the price figures of the funds
are converted into HK Dollars using the exchange rate at the
year end for the sake of comparison.
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CHAPTER SEVEN
PRESENTATION AND INTERPRETATION OF RESULTS
Annual Growth Rate of Each Func
The annual growth rate of each fund is calculated
based on the formula: 45 h.
where ro= annual growth rate in percentage
Pt= price at year end
/fit-i= price at previous year end
d= dividend distributed in that year
The annual growth rates of the funds during the period
of study, the average growth rates and-the degree of risk
are shown on Table 7.1.
From Table 7.1, the top performers which achieved the
highest rate of return are:
1) Hambro-Pacific Japan Fund (26.636%)
2) Jardine Fleming Pacific Income Trust (25.934%)
3) Schroders Japan Fund (24.70%)
4) Jardine Fleming Japan Small Company Trust (23.768%)
5) Wardlev Japan Trust (23.712%)
All of the five top performers are invested in Japan.
This is associated with the booming of the Japan stock
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TABLE 7.1
Annual Growth Rate of Funds
RickAverageCurrency 1981 1982 1983 1984 1985Unit TrusCompany
-8.67 13.364 24.139116.65 13.97 32.83US$ 39.98Far Eastern FundSave Prosper
-8.82 29.84 8.008 18.894113.60 19.75 14.33North American Fund US$
-1.196-6.00 15.64 17.5507
18.09
18.96 16.49International Growth Fund US$
-0.33-3.82 15.340316.24 10.0724.3433.93Dollar Fixed Int. Fund US$
-1.48 10.368 14.866111.44 6.10
0.41
35.37Sterling Fixed Int. Fund STG
7.60 10.74 13.814 7.391524.40 7.80 18.53YenYen Bond Fund
4.01244.82 15.70 9.07 9.602DM 7.84 10.58Deutschemark Bond Fund
-6.40 -10.91
-4.71 13.9065Gartmore 17.31 2.67818.10International Bond Fund US$
23.11 2.78 12.864 23.4298HK$ 20.50HK Pacific Unit Trust 30.74 33.41
-0.7018.47 49.08 18.946 25.335310.79 38.67Japan Fund US$
-6.57 15.6116.65 12.45 2.100 13.3213North American Trust US$ 3.58
-.0.10 15.82 16.24435.92 24.80 30.7071Australia Trust US$ 54.18
-5.386G.T. Management Australian Trust 26.51 27.07 49.40 35.75 13.00US$ 35.9790
-5.0416.57 4.75 4.936 18.9839Asean HK Growth Fund 7.78 34.16US$
11.35Jardine Fleming Currency Bond Fund 27.41 2.65 1.86 15.748 15.0726US$ 35.47
-7.78International Trust 16.51 0.00 40.59 44.87 12.234 28.4852US$
Japan Trust Yen 28.66 5.46 57.36 11.39 21.250 22.49843.38
Hong Kong Trust 1.82 33.39 8.00 2.928US$ 0.00 38.21 25.4919
-7.27Pacific Securities Trust 25.85 42.11US$ 9.01 46.88 12.976 31.3503
Pacific Income Trust 8.93 49.84US$ 3.83 6.15 60.92 25.934 27.2243
-5.71Eastern Trust 18.45HK$ 28.89 14.4840.55 7.776 26.2644
Japan Small Company Trust Yen 7.96 11.23 81.97 17.14 0.54 23.768 33.0834
-7.734N.M. Rothschild Old Court Dollar Commodity Tr 18.07 17.17US$ 7.33 16.23 5.47 12.9356
Old Court Hong Kong Fund HK$ 17.32 25.72 19.42 40.3035.95 17.454 26.1339
-3.28Hambro-Pacific Japan Fund 11.90US$ 61.14 7.91 55.51 26.636 29.5255
-0.93Wardley Bond Trust US$ 20.946.94 10.56 28.50 13.202 11.6169
Japan Trust 10.12US$ 9.24 59.46 10.91 28.83 23.712 21.5765
-8.28Schroders Asia International Trust US$ 14.99 19.10 10.18 49.84 13.094 24.4359
-1.96Japan Fund 20.64US$ 1.55 46.5956.68 24.700 26.2919
Asian Fund 2.75 22.60US$ 19.22 25.95 33.68 11.800 22.3566
Currency Bond Fund 4.71 14.99 7.60US$ 5.31 37.11 13.944 13.5814
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market during the period which outperformed the other
markets.
Also from Table 7.1, the funds which have the lowest
risk are:
1) Save Prosper Deutsche Mark Bond Fund (4.0124%)
2) Save Prosper Yen Bond Fund (7.3915%)
3) Wardley Bond Trust (11.619%)
4) Old Court Dollar Commodity Trust (12.9356%)
5) Gartmore North American Trust (13.3213%)
It is no surprise that the Bond Funds achieve the
lowest risk as bond is a less risky investment than stock
and share.
We may also note that there is wide variation in the
performance of the funds and so the risk is still very high.
For example the Jardine Fleming Japan Small Company Trust
ranked No.1 in the return in 1983. It dropped rapidly to
No.28 in 1985 although the Japanese stock market was still
booming in that year and the other Japan trusts still
enjoyed high growth rates.
Exchange Rate Adjusted Annual Growth Rate of Each Fund
The conversion of all price figures into HK Dollar to
arrive at a new annual growth rate is done by the formula:
where r1 = annual growth rate in HK Dollar term
41
Et-1 = exchange rate of HK Dollar against other
currency at time t-1, as calculated in Table
6.1
Et= exchange rate at time t, shown in Table 6.1
ro= annual growth rate as computed in Table 7.1
The result of calculation is presented in Table 7.2.
From Table 7.2 the top 5 performers which achieve the
highest return are the same 5 Japan trusts. It means that
investing in these trusts will give you both high capital
gain and exchange gain in these years. Moreover, the funds
with the lowest level of risk are still the bond funds.
When we compare Table 7.2 with Table 7.1, we may find
that:
(1) The average return after exchange rate adjustment
is higher. It is due to the depreciation of Hong
Kong Dollar during that period. Therefore in Hong
Kong Dollar term. earnings from foreign assets are
higher.
(2) The risk level after exchange rate adjustment is
higher. Only 3 funds show a lowering in risk level
after exchange rate adjustment. It is because the
exchange rate fluctuation has widened the degree of
price movement valued in HK Dollars and resulted in
a higher level of risk.
If we plot the average return and risk of Table 7.2
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TABLE 7.2
Exchange Rate Adjusted Annual Growth Rates of Funds
Company Unit Trust Currency 1981 1982 1983 1984 1985 RiskAverage
-1.75
-8.03Save Prosper Far Eastern Fund 27.05US$ 67.45 32.83 23.51C 30.2612
-0.60
-13.73North American Fund US$ 29.73 43.25 29.84 17.68C 23.8272
-10.70 -15.90International Growth Fund US$ 7.35 42.31 15.64 7.722 23.2371
Dollar Fixed Int. Fund US$ 4.75 52.95 24.82 0.37 16.24 19.82E 20.8616
-10.37 -14.00Sterling Fixed Int. Fund STC 31.05 19.08 21.68 9.48E 20.3199
-0.15Yen Bond Fund Yen 27.82 15.05 44.42 38.74 25.17E 18.0641
-4.41Deutschemark Bond Fund DM 0.28 25.14 13.88 39.22 14.822 17.9161
Gartmore
-4.04International Bond Fund US$ 1.94 34.87 6.58 17.31 11.332 15.3041
-23.11HK Pacific Unit Trust HK$ 20.50 30.74 2.78 33.41 12.864 23.4298
-10.16Japan Fund US$ 29.03 13.40 78.34 38.67 29.856 32.7916
-15.02North American Trust US$ 1.76 18.29 39.55 12.45 11.396 20.1812
-51.82 -36.41 -7.51 •30.96 -17.788Australia Trust US$ 37.76 34.8915
-22.72G.T. Management Australian Trust -16.71
-35.30US$ 78.72 13.00 3.398 45.6881
-5.18
-5.04Asean HK Growth Fund US$ 17.39 60.49 5.49 14.630 27.2656
Jardine Fleminc Currency Bond Fund US$ 21.28 45.51 22.80 2.58 35.47 25.528 16.2036
-9.07 -7.13International Trust US$ 14.20 68.18 44.87 22.210 33.6532
Japan Trust Yen 32.20 12.55 91.74 3.37 29.52 33.876 34.4799
Hong Kong Trust US$ 10.90 - 23.93 19.63 8.76 38.21 10.714 22.5809
-15.32
-6.62Pacific Securities Trust US$ 18.73 70.00 46.88 22.734 35.8570
Pacific Income Trust US$ 18.64 18.58 79.25 6.90 60.92 36.858 31.3828
Eastern Trust
-5.71HK$ 18.45 28.89 40.55 14.48 7.776 26.2644
Japan Small Company Trust Yen 10.93 18.71 21.72 8.70 25.96 37.204 47.7342
N.M. Rothschild
-10.77 -5.41 -15.64Old Court Dollar Commodity Tr. US$ 28.40 5.47 0.410 17.5036
Old Court Hong Kong Fund HK$ 17.32 25.72 19.42 35.95 40.30 17.454 26.1339
Hambro-Pacific Japan Fund US$ 21.88 10.46 92.77 8.67 55.51 37.858 36.0028
Wardley Bond Trust
-0.23US$ 16.47 38.12 32.26 28.50 23.116 15.0471
Japan Trust US$ 19.94 24.75 90.76 11.69 28.83 35.194 31.7107
cnrooers Asia
-0.10International Trust
-9.55US$ 31.32 42.48 49.84 22.798 26.2773
Japan Fund US$ 31.40 11.96 87.43 2.26 46.59 35.928 33.5210
Asian Fund US$ 11.91 11.61 42.62 26.84 33.68 20.688 21.2595
Currency Bond Fund US$ 14.05 31.32 28.72 6.05 37.11 23.450 12.9173
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graphically, we can come to Diagram 7A showing the risk and
return relationship. The scattered points in the diagram
approximate an upward-sloping curve. To some extent it
supports the positive relationship between risk and return.
Annual Growth Rates of Market Indices
Computing the annual growth rates of various market
indices is relatively easier because data is readily
available. The result is presented in Table 7.3.
Th1P 7.3
Annual Growth Rate Risk of Major Market Indices
Excluding Dividend Yields(%)
1984 1985198319821981index
-3.74-9.10 27.6620.2719.60New York Dow Jones
-4.6C
-44.24 45.9911.63 37.20Hang Seng Index
13.6116.6623.424.367.9'Nikkei Dow Jones Index
-7.91 1.74 33.4018.495.87Capital Int'l Index
-6.35-18.46-14.94 38.2459.69Australian All Ordinaries
The growth figures in Table 7.3 are then adjusted for
exchange rate movement from the viewpoint of a HK investor.
Assuming that initially HK$1. was converted into other
currency at the beginning of the year to make investment,
and was converted back into HK Dollars at the end of the
year. We may then use the exchange rates in Table 6.1 to
change the figures in Table 7.3 and arrive at Table 7.4.
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Figure 7A
Exchange Rate Adjusted Return Versus Risk
















Exchange Rate Adjusted Annual Growth Rate Risk of
Major Stock Market Indices
Index 1981 1982 1983 1984 1985 Averag
-1.00 -3.06
N.Y. Dow Jones 36.59 43.88 27.66 20.81 21.643
-4.60 -44.24Hang Seng Index 11.63 37.20 45.99 9.20 36.020
Nikkei Dow Jones 10.92 11.38 50.38 8.25 42.33 24.65 20.051
Capital Int'l 0.30 20.91 41.75 2.46 33.40 19.76 18.364
-19.08All Ordinaries 10.56 76.27 13.30 13.37 9.34 39.409
Sources: Data extracted and rearranged from the Hong
Kong Economic Journal, various issues, and
Customer Information Sheet produced by the
Personal Financial Consultant Ltd.
Sharpe's Performance Index For The Funds Market
The Sharpe's Performance Index as defined in Chapter
Five is The risk free rate of return
is the average savings rate which is equal to 7.2146%. The
average return and risktq6 for the funds and market
indices are all available in Table 7.2 and Table 7.4. The
Performance Index P.I. is then computed and presented in
Table 7.5.
The Performance Index of various funds can then be
compared with the respective market indices as follow:
(a) The 8 funds emphasized in the Japan market are
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TABLE 7.5
Performance Indice of Funds Market Indice
Company Unit Trust Area Index Rank
Save Prosper Far Eastern Fund 0.5385 15
North American Fund USA 0.4392 17
International Growth Fund Int'1 0.0218 27
Dollar Fixed Int. Fund 0.6045 13
Sterling Fixed Int. Fund 0.1119 26
Yen Bond Fund 0.9943 4
Deutschemark Bond Fund 0.4246 19
Gartmore International Bond Fund 0.2690 22
HK Pacific Unit Trust HK 0.2411 23
Japan Fund Japan 0.6905 10
North American Trust USA 0.2072 24
-0.7166Australia Trust Aus. 31
0.0835G.T. Management Australian Trust Aus. 29
Asean HK Growth Fund 0.2720 21
Jardine Fleming Currency Bond Fund 1.1302 2
International Trust Intl 1 0.4456 16
Japan Trust Japan 0.7732 9
Hong Kong Trust HK 0.1550 25
Pacific Securities Trust Japan 0.4328 18
Pacific Income Trust Japan 0.9446 5
Eastern Trust HK 0.0214 28
Japan Small Company Trust Japan 0.6283 12
N.M. Rothschild Old Court Dollar Commodity Tr, 0.3888 30
Old Court Hong Kong Fund HK 0.3918 20
Hambro-Pacific Japan Fund Japan 0.8511 8
Wardley Bond Trust 1.0568 3
Japan Trust Japan 0.8823 6
International TrustSchroders Asia Intl 1 0.5930 14
Japan Fund Japan 0.8566 7
Asian Fund HK 0.6338 11
Currency Bond Fund 1.2569 1
means that the fund has no emphasized area of
investment geographically
0.6284New York Dow JonesMarket Indice
0.0550Hang Seng Index
0.8697Nikkei Dow Jones Index
0.6834Capital International Index
Australian All Ordinaries Index 0.0539
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compared with the Nikkei Dow Jones Index.
(b) The 5 funds emphasized in the Hong Kong market are
compared with the Hang Seng Index.
(c) The 2 funds emphasized in the US market are
compared with the New York Dow Jones Industrial
Average.
(d) The 3 funds emphasized in international market are
compared with the Capital International Index.
(e) The 2 funds emphasized in the Australia market are
compared with the Australian All Ordinaries Index.
The result of the comparison is that six funds perform
better than the market while fourteen funds are worse than
the market. This finding suggests that the unit trust
industry in Hong Kong generally does not produce superior
risk-adjusted returns. Subscription in unit trusts is no
guarantee of beating the market. Furthermore the finding
does not show any evidence to support the hypothesis of
strong form market efficiency in Hong Kong.
Another interesting finding is that when we rank the
funds in terms of the Performance Index, the top performers
are:
(1) Schroders Currency Bond Fund
(2) Jardine Fleming Currency Bond Fund
(3) Wardley Bond Fund
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(4) Save & Prosper Yen Bond Fund
(5) Jardine Fleming Pacific Income Trust
The top 4 are bond trusts which means that bond funds
are those which have higher risk-adjusted returns. This is
associated with the.phenomenon in the 1980s that bond yields
are rather high but bond investments have a lower risks than
equity investments. However this explanation does not give
any insight on why investors do not see this advantage and
buy more bonds to bid up the price and hence lower the
yield.
Theoretically speaking, if the market is in
equilibrium, there should not be any single class of
investment tool like bond which has consistently outstanding
performance in the 5 year period of study. The force of the
market will drive down the bond yields and thus affect the
performance results.
There is no definite conclusion to this finding
because no previous studies on unit trust performance have
given the same result. What the researchers suggest is that
Asian Pacific investors are generally more risk-loving.
Although they know that bond investments can give them
higher risk-adjusted returns they still do not like to buy
bonds. They would rather like to invest in stocks and
shares which have higher risks and expect to gain higher
returns.
In this chapter we have shown that a unit trust cannot
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achieve a higher return, lower risk than another well-
diversified portfolio (represented by the market index).
Then why should people buy unit trusts and how do the trusts




MARKETING OF UNIT TRUSTS IN HONG KONG
In the last chapter, we arrived at the conclusion that
unit trusts in general cannot achieve a higher return at a
given risk level when compared with another well-diversified
portfolio. In other words a wealthy individual who randomly
invest his money in a number of securities can have a
performance result comparable to an experienced fund
manager. To market unit trusts in Hong Kong, the investment
management services companies should address two fundamental
issues: Why invest in unit trusts? and Who should invest in
unit trusts?
WHY INVEST IN UNIT TRUSTS
It is very easy to buy stocks and shares on the stock
market, especially here in Hong Kong. The investors, big or
small, have access to up-to-date information, sometimes even
inside information on companies, and once the investors
have purchased the shares he can see them go up and down by
following the prices every day in the South China Morning
Post.
Obviously, with modern communication systems, it is
possible for information available in London to be in Hong
Kong within 15 minutes, or New York, or Tokyo.
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So wny invest in unit trusts?
(a) For most Hong Kong investors, unit trusts give the
opportunity for investment into almost any stock
market wnrldwide_
Investors may not be too familiar with the
companies listed on the overseas stock markets.
Although they can foresee a booming of an overseas
stock market, their lack of familiarity with the
companies will inhibit their incentives, or they
may have chosen a wrong company to invest in. A
unit trust fund specialized in that market will
solve these investors' problem because the fund
manager will take care of their interests.
If the investors want to invest in the equities of
North America, U.K., Europe, Germany, Japan,
Australia, you name it, and almost certainly there
is a fund available. Indeed, in the desire to
receive more and more money, the unit trust
industry has become increasingly inventive in
selecting the areas of fund management.
(b) Unit trusts give a wide spread of investments,
usually not less than 30 or 40 different holdings,
and sometimes on larger funds, as much as 100.
Most unit trusts, unless they adopt a high risk
profile in their management style, will not show
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really spectacular performance, i.e. 100%, 200%
return in a short period. By the very nature of
their investment they spread the risk. They do buy
shares with spectacular growth and they do buy the
less promising shares but they also hold shares in
many different companies so that these peaks and
troughs are evened out.
(c) The third major reason why people invest in unit
trusts is that they can reduce considerably the
amount of paperwork involved in owning equities.
Unit trusts generally tend to accumulate the
dividend income of the companies into which they
invest, and then every half year will pay a
dividend equal to the total, less expenses, to each
unitholder. Alternatively, income can be
accumulated either to buy more units, and thus
increase the total unit holdings, or by swelling
the unit price.
(d) The final reason for people to invest in unit
trusts is related to investment. It is generally
true that ordinary investors can get the timing
right for making purchases. The real skill in
investment is knowing when to switch or sell.
Without all the information the individual so often
misses the best opportunities. Moreover, ordinary
investors are often impeded by psychological
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effects. When the market starts to turn bearish,
most investors still carry the securities they are
holding, with the hope that the downward pressure
is just a temporary one. Investment managers offer
cheap, full-time professional attention and advice,
and unlike those ordinary investors, they usually
have more objective judgements.
WHO SHOULD INVEST IN UNIT TRUSTS?
Generally speaking, it is accepted that unit trusts are
far more suitable for the smaller investors, say the
individual who has less than about HK$2 million to invest.It
The usual minimum investment into unit trusts of. most
companies these -days will be around US$1,000. Some have
higher starting points and some lower. A number of
companies have recently introduced monthly subscription
accounts. These have much lower start points, between HK$250
and HK$1,000, and are quite obviously designed to suit the
small saver who may not have a lump sum he can afford to
invest immediately. but can put aside a small amount to
accumulate capital.
For smaller pension/provident funds, unit trusts have
proved very suitable. Many investment houses or companies
use unit trust management services, where they have a
sufficiently wide range of funds available, as a stepping-
stone to full discretionary fund management.
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CHAPTER NINE
SELECTION OF A UNIT TRUST
Before deciding whether to invest in a unit trust, a
potential investor should make sure if he is going to invest
for the long term or the short term. The spread between the
bid and offer price of a fund is 7.5% on average. It means
that an investor has to wait for a capital appreciation of
7.5% in order to breakeven. Hence if the investor want a
short term investment of 2 or 3 month, the capital gain may
not cover the transaction cost- the price spread.
Therefore our advice is to treat investing in unit trusts as
a long term investment and be prepared to hold it for at
least one year after purchasing the units.
Once a person decides to buy a unit trust, the next
question to be answered is: how to choose a unit trust?
There is no easy answer to this question. He may approach a
financial consultant firm for help or he may choose by
himself. There are a number of influential factors
governing the choice.
1) The Investor's Own Interest
The first thing the investor needs to do is to
identify his own area of interest.
For a conservative investor who want a stable income
and a less risky investment, he should choose a bond rund.
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For those who want quick capital appreciation, he can
choose among those specialty funds e.g. technology trust,
small company trust or those which concentrate on certain
industries with high growth potential. Of course there is
a higher risk of losing.
For those who have special preference on investing in
a certain geographical area, he may choose a fund emphasized
in investing in that area. For example if one is optimistic
about the Japanese stock market because of the strength of
the Japanese economy, he can invest in a Japan fund.
After identifying the area of interest, the next step
is to compare the various funds whose investment scope suit
his own interest. The following are the factors to be
considered.
2) Performance Comparison
We have shown that in general, the funds cannot beat
the market in the long run, but we may still find a number
of 'Star Performers' during a period. These fund managers
have better performance records than the others who have
similar investment areas. Although in an efficient security
market, past performance bears no implication on future
performance, we should still have more confidence on good
performers than bad performers.
When comparing unit trusts' performances, we should be
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careful that almost every fund advertises itself to be
better than the market. In our study in the previous
chapter, we find that it is not true. The crucial point is
on the choice of period of comparison. Of course every fund
would choose a period that is most favorable to it in the
advertisement.
3) Age of the Fund
With very few exceptions, whenever a unit trust company
announces the launch of a new fund, this is generally timed
so that it coincides with an upturn in the market in which
it is invested, and as a result an investor can expect to
see immediate growth.
Nevertheless this does not mean that old funds are less
good, or even bad for investors. Quite the opposite.
Sometimes investors will find that older unit trust funds
may not provide the spectacular growth that occasionally a
new fund offers, but it will achieve year-in-year-out
performance that is generally what most investors are
looking for.
4) Size of the Fund
Despite innumerable calculations designed to produce an
answer, it seems that there is no real advantage or
disadvantage to be gained from the size of a fund, once
beyond a minimum level. The only word of warning is that
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small funds, that is, those below about 2 or 3 million
dollars US, can be volatile. One minute there is a large
inflow that can cause the cash content to increase and thus
the fund not to be fully invested, and the next minute a
large outflow, requiring the manager to sell his holdings
whether he wishes to or not.
5) Growth in Size of the Fund
It is generally true that a unit trust fund with a
regular net inflow of money can be expected to to provide a
more stable management than one where large inflows are
countered by large outflows. Therefore if the fund is a
beneficiary of some retained source of new money, such as a
life insurance company link up, the expectation will be
that a growing fund will do better for its investors.
6) Background of the Management Company
A larger management company is a better choice because
of the wide range of funds available. Large companies like
Jardine Fleming have more than 10 funds available while some
others have just 2 or 3. With more choice available,
investors can then have better access to the company's
investment philosophy. Sometimes he may even change his
fund to another at a discount.
The business activities of the management company are
also important. If the company has lots of activities other
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than unit trust investment service, obviously it will not
pool so many resources and expertise in the unit trust
activities. Its quality of service may not be comparable to
other companies-concentrating on the unit trust industry.
After considering so many criteria of selecting unit
trusts, potential investors can well have clear idea on
whether to invest in unit trusts, and on what type of unit




In this research project, we have first studied what a
unit trust is and the situation of the unit trust industry
in Hong Kong. Then we go on to evaluate their performance.
We find that when compared with a single investment, a
unit trust can produce a lower risk at a given return level
due to the effect of diversification. When compared with
the market, the unit trust cannot produce superior results.
However, a unit trust is still a very good investment
vehicle for investors because of its access to international
security markets, its lower risk level and its lower volume
of paper work involved.
In selecting a unit trust, we should first match our
area of interest with the investment scope of the funds.
The fund itself and the background of the management company
should also be considered.
ine recent trend of the unit trust industry in Hong
Kong has two aspects: the formation of a Unit Trust
Association and the increase in marketing effort to
penetrate the local Chinese community.
The Unit Trust Association consists of the various
management companies as its members. It serves to gather
more information and statistics of the industry and to
60
formulate certain regulations on the activites of individual
members. Hopefully customers can have access to more
information to guide their investment. The industry can
grow in a more healthy manner, too.
Until quite recently, the customers who buy unit trusts
in Hong Kong are mainly foreigners or expatriates. As the
local Chinese people become wealthier and better educated,
and with the increase in competition among various
management companies, the importance of this market sector
is recognized. Marketing efforts are now directed to this
sector. The strategies include:
(1) Increase in advertisement in Chinese newspaper
whose target customers are the higher income,
better educated class. e.g. the Hong Kong Economic
Journal.
(2) Better advertisement design- there is a reply form
attached to the advertisement so that customers can
mail it back to request more information. The
reaction is said to be very good.
(3) A price discount of 2% is offered by some companies
to customers.
(4) Promotion pamphlets are started to be issued in
Chinese to attract more Chinese readers.
With the spending of marketing efforts, the people of
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Hong Kong will be more aware of such an investment tool and
will notice the advantages that unit trusts bring to them.
It is expected that in the near future, the unit trust will
become a very popular investment tool in Hong Kong.
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APPENDIX 1
Sample Cost Sheet as at March 6, 1986
Sur-charge DeductiorMid-marke
Amount USDInvestment
Value Rate RateAmount USD
AUSTRALIA 197,837 2.5% 4,946 2.5% 4,946
CANADA 90,100 1.0% 901 1.0% 901
HOLLAND 480,639 1.0% 4,806 1.0% 4,806
FRANCE 256,894 1.0% 2,569 1.0% 2,569
GERMANY 569,888 1.0% 5,699 1.0% 5,699
HONG KONG 429,110 1.2% 5,149 1.5% 6,437
JAPAN 150,099 1.0% 1,501 1.0% 1,501
1,159,666 1.0% 11,597 1.0% 11,597
45,106 1.0% 451 1.0% 451
122,676 1.0% 1,227 1.0% 1,227
KOREA 59,280 1.0% 593 1.0% 593
UNITED KINGDOM 374,829 2.0% 7,497 1.0% 3,748
SWITZERLAND 184,103 1.0% 1, 841 1.0% 1,841
SINGAPORE 98,135 1.5% 1,472 1.1% 1,079
USA 3,738,897 1.0% 37,389 1.0% 37,389
7,957,259
Uninvested Cash (647,616)
Subtotal 7,309,643 87,638 84,784
Less: Management charge at 1.25%
p.a. since last value date 250
Basic Value of Trust USD 7,309,393
Number of units in issu, 202,775
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offer price of an unit
ADD: Initial charge at 5%
Add: Rounding to nearest cent
offer price of an unit
Bid price of an unit
Deduct: Rounding down to nearest us cent



















Valuation Date: 31st Jan., 1986
Hong Phili- Singapore
Japan Kong Korea Taiwan Other Cashppines Malaysia
ASIAN
FUND 11% 6%64% 14%5%
Austr Hong Switz-
alia France Germany Holland Kong Japan erland UK USA Others
INT'L
FUND 4% 2% 8% 7% 6% 17% 2% 5% 47% 4%
US dollar Other Currrency Bondsv
Sterlin Yen DMarks Guilders Aust Cash
CURRENCY
AND BOND
FUND 29% 6% 13% 17% 3% 3% 29%
Comme- Indus- Banking utili-
rcial trial Finance ties Property Misc. Cash
HONG KONG
FUND 26% 14% 16% 15% 21% 4% 4%
Banking Electr- Comme- Indus- Utili-
Finance ical rcial trial Property Transport ties Bonds Cash
JAPAN








Effective from Effective fromrate paid rate paid
(% per annum) (% per annum)
12 Jan. 1981 11 15 Feb. 1984 4.5
21 July 1981 12 12 Mar. 1984 3.5
7 Oct. 1981 13.5 26 Mar. 1984 4.5
9 Nov. 1981 12.5 9 Apr. 1984 5.5
16 Nov. 1981 12 10 May 1984 6.5
30 Nov 1981 11 28 May 1984 7
7 Dec. 1981 10 27 June 1984 8
31 May 1982 9 7 July 1984 11
26 July 1982 8 3 Aug. 1984 9
23 Aug. 1982 6.5 23 Aug. 1984 8
31 Aug. 1982 6 1 Oct. 1984 7
29 Nov. 1982 5 29 Oct. 1984 6.5
30 Dec. 1982 4.75 26 Nov. 1984 6
20 Apr. 1983 5.5 24 Dec. 1984 5.5
24 May 1983 7.5 14 Jan. 1985 5
6 July 1983 6.5 28 Jan. 1985 4.5
25 July 1983 5.5 1 Apr. 1985 4
9 Sept. 1983 7 22 Apr. 1985 3.75
27 Sept. 1983 10 20 May 1985 3.25
27 Oct. 1983 9 24 June 1985 2.75
2 Nov. 1983 8 15 July 1985 2.25
23 Jan. 1984 7 19 July 1985 1.75
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APPENDIX 4
Prices of Unit Trusts Quoted in SCMP
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rersonai financial Consultants Ltd.
1301WorldTradeCentreHongKong
Telephone:5-7908448 PAGETelex63477PFCHX,
HPPENDiX 5 AN 1986DATE
UNIT TRUST MANAGEMENT SERVII
1 I PFCIPFLPFCIPF STERLING INCOME SHARES ST( APR/0`,2 1,JC2+ 3.60 1. 15PFCIPFL PI-(,'IPF BALANCEDGROWTHSHARES APR/0° 26.67+ 1.332.313 PFCIPFL F'FCIPF SPECIALIST GROWTHSHRS US US' APR/0` 25.71- 2.33 1.321 4 SIPI I L SP FAIR EASTERN FUND USI APR/70 1372.00+ 66.14 29, 2644, 95.1 72.57-1- 23, 20+ 34.831 0.17S IPIIL SP NGRTI-I AMERICAN FUND U S: JUL/6S 116.44+ 35.20 49.27•+ 33. 60+ 11,571 29. 1'516 VI I l..7'., 4.66 10.70S.%PIt 'TE.RNATIONAI..GROWTI•IFUND U !3'I MAR/69 155. p0+ 13.05 113.3#- 0.51- 17.23.17 SP I IL 0.64 12.561SP '-G FIXED INTEREST FUND USl OCT/7C 57.70+ 40,55 17.464- 14.40$ 2.27 8.578 3 :JPIIL SP STERLING FIXED INTEREST Fl STC OCT/73 162.66+ 50.44- 7,6056. 09. 55.41-#It.). 13+4.70+ 0.62 1.13'16.241.48-9 9 SP]:IL SP YEN BONI) FUND YEt SEP/7i 97.40+ 03,94 48.191 39,71+ 10.731 10.74i 3.071U 3 IIL 1677.005 7SP DEUTSCHE MARK BOND FUND SEP/79 51.80+Jr.-.2 c.fJ 47.044 20,52+ ?(1. 15+11 1 SMP I IL SP GOLDFUND 9.07•. 1.36 11.961urslJ FEES/Oc' 7.46-- 38..02- 31.40- 7.13- 9.90 8.8312 SPIIL S II U. K. GROWTHFUND STC NOV/60 691.76+ 101.95- 96.52+ 41.89+ ?h. 013+ 10.57+ 3.77 1.91113 3 GARTFUNGARTHOREINT'L BOND FUND USI OCT/7 57.05+ 14.65 17.3i•+16.621 1,30- 11.151 1, 114 3 GARTF'LJN 11.10CARTMOREHI PACIFIC UNIT TR H I'6 NOV/74 053.74+ 70.54- 34.74+ 713.43-1- 40.62+ 33.41+1tE 5 GARTFUN 1 .81 11.35GARTMOREJAPAN FUND US9 AUG/7i 370.50+ 100 .55 06.971 74.034- 23.711 38.754 2.00 47.4516 GARTF(.JNGARTMORENORTH AMERICAN TRUST Us SEP/77 167.60+ 0.52- 11 .02•+ 11 .07+ 4,70- 12.45+ 2.33 26.20(17 7 GARTFUNGARTMOREINT'L GROWTHTRUST STC APR/6i 605. 16+ 130.76 127.331 103.72+13 3 GARTTFUN U l$ 10.Q2994 4.31 3.20GARTMOREAUSTRALIA TRUST APR/0 71, 61 35.02-19 4 GTMGT G T ASIA FUND 34,0015.07- 10.0uS'a NOV/7 .A. it 6+ 2 6 14.69+ 3 3. 1 04- 1.19+ 101.16+ 4.233E20 3 GTMGT C:. T AUSTRALIANTRUST uS'4 OCT/70 140.37+ 40.65- 10.97- 12. 59+ 24.94-21 1 GTMGT 13.00+ 4.35- 2c. 04(G T ASEAN H. K. GROWTHFUND uSI AUG/7C 16.104- 11.75 4.854 28,76+ 2,72-22 GTMGT 5.04- 0.42 11.31G T SOUTH CHINA FUND U S'a$ JAN/84 47 ,16+23 3 GTMGT G T EUROPE FUND 23.40+ 0 .53• 15.19(US! 54.37+ I 72.87+ 6.71 15. 42124 3 BRITRUSBRITANNIA U K GROWTHFUND STG JAN/B APR/71 630.32+ 51,93- 78.97+ 43. 31+ 21,,40+ 4.11+ 2 .59- 0.712J 5 BRITRUSBRIT AMERICAN INC. GROWTH US' E MAR/77 138.60+ 15.87 0.75+ 23.63+ 21.61•• 34.65+ 0.7726BRI T RIJ S 1.18:BIITANNIA AMERICAN SMALL CO US$ MAR/0U 106.97+ 6.14- 17.20+ 7.57+ 9.62-27 7 BRIIRUS 6.11-4- 0.392.51 2.061BRITANNIA£ MANAGEDCURR FUND STC SEP/80 107.20+ 97.71 55. 56+ 34.65+ 19.02+ 15. 13128 3 BRITRUSBRITANNIA GOLD FUND US$ FEIN/01 22.80- 17.26- 45.47- 36.73- 6 .4: 12.07- 10.94-29? JARFLEM 0.64-,J F CURRENCY? BOND FUND US'G MAY/79 99.70+ 70.40 57.J6+ 25.01+. 24.76+ 29.01+ 5.37,30 1 JARFLEM 1J.00J F INTERNATIONAL TRUST US$ APR/74 490.51+ 49.34' 79 .23•+ 79.59+ 27.130+ 39.15+31 L JARFLEMJ F JAPANTRUST 3.41- 8.35CYEN AUG/69 771.86+ 143.65• 89.924- 00.55+ 14.00+ 3. 5.59' 5215. 00132 JARFLE J F HONG KONG TRUST US$ DEC/73 332.50+ 3.10- 4,90- 43, 86•+ 45.00+ 38.50+ 1.611-33 3 JARFLE 40.260J F PACIFIC SECURITIES TRUST US$ MAY/70 251.07+ 55 40.91-t. 89.194- 32.70•+ 43. 10 •t3.4 JARFLEM 0.79- 0. 1113 F PACIFIC INCOME TRUST US., SEP/G0 187.50+ 144.471 134,31+ 136.82+ 67. 02+ 50.54+ 5.88,JARFLEM 28.950J F JAPAN TECHNOLOGYTRUST YEN FEB/01 104,39+ 101.454- 92.93+ 2,33+ 5.90- 5.33- 21623. 0013 6 JARFLIM J F AUSTRALIATRUST US'4 MAY/01 57,40- 50.18- 19.47•- 36.90•- 6•9r- 4.91-37 4.510US$ JUN/03 11.70+ 21.q01•t3 3 7 RJARFLEM 0i I 10.69+ 0.91. 10.54(Si uuDI...D CCAURT LDQILARLGOoCIIMOIUNDYTR 6 C.-i39? U FICCIHDR 11OL.U OUR FlONL KONG FUND YiI$ MAR/0O 1/3.3'• 17.61 121. 9_+ 9104+ 4,30+0 q00.o.46- 60,65(40 H B M L HE NDLRSONAMERICANOFF: HHIORE US$ JUN/00 02.70+ 4'1 .74-1 36.75+ 11,06+ ?•76+ 27.23+ 4. 94-+ 1. B2741 FIDELITY AMERICAN ASSETS N.V. US$ OCT/74 609,901- 7.90 104.804 41 .23+ 18.04+42 FID INT 26.32+ 3.55- 82,94(FIDELITY FAR EAST FUND US$ NOV/79 157.80+ 62.00+ 65,20+43 FID INT 37,31+ 34.76+ 4.12A 27,070F1IELITY INTERNATIONcL_. FUND Us$ F ELF/69 817.72+ 69.49 04.601 103.05+ 76.22•+ 42.19+66.0---+:-18.07+44 I FID INT 8.7.- 88.07(F:I:DELITY PACIFIC FUND US J$ DEC/69 1607,39-f- 60.63{ 51.43+ 40,85+4 FID INT 13.61+ 1 .641 164.900FIDELITY ORIENT FUND US$ MAR/82 72.754- -52.14+4 FID INT 20.59+ 38.42+ 4.54- __36.28(FIDELITY FRONTIER FUND S.A. US$ AUG/03 32.50+47 7 HG 3().76+ 33.84+ 4. 61A 16.700HZG GOLD EXEMPT FUND ACC FUND US$ APR/75 375.00+ 34.24- 1.66- 42.70- 40.77- 13.49-40 I HAMBRO 13.53- 47.50(HAMBRO-PACIFIC JAPAN FUND US$ DEC/76 490.00+ '-01 .94+ 155.411' 155.19+ 67.130+ 55.51+49 I HAIIBRO 6.27-1 29.500F-IAMbRO-PACIFIC S E ASIAN FUND US$ JUN/04 2.35-JQ HAMBRO 2.40+ 3.03-Hr1MBROPACIFIC AUSTRALIAN FUND U S$ JUN/04 27.20+I HILLSAM 23.26+ 5.07- 4.16.36051 HILL SAMUEL INT'L MGD CURR FD STG JUN/82 67.20+ 43.15+ 29.01+ 12.59+ 4.11-i:.!2! IIILLSAIIHILL SAMUEI FIXED INTEREST FD S T G JUN/79 113.55+ 9,1:).72+ 107.144. 51.99+ 34.29+ 13.61+J3 HILLSAM 0.004 16.721.230HILL SAMUEL INT'L GROWTHFUND STG JUN/00 128.00+ 120.931 88.124 5'3. 0 2+ 19.43+ 15.85+IIILLSAM 7.291 2.200HI:I..L SAMUELUK GROWTHFUND STG DEC/75 260, 44.5: 19,96+r.•r 11` 1- 9::.,37.+, 53.29+HILLSAM. IICl.if, 24.33+ 3.2:323.64-HILL. SAMUEL(.11-J RSEAS ri MAY/A9r1 C''7 r. !1 4 ,..5Li1SLL._._P71,a.,. LL f.i,ti ELJ. F FUND UF:'r. JUN/76 1 C'. 20+cc^ r 2GF2, 6. C 2 16.6+• 6.77- 17.87+Ji GUINNES 4.21•l 17.000GUINNESS MAHONMGD FUND-- CC US$ MAY/0U 93.70+ 79.934 61 .254 47.464- 41.67+ 37.99+BARIING 1.721 31.380BARING PACIFIC FUND US `4 OCT/70 65.76+ 4.73- 0.46+ 33, 05+59 BARING 5.70- 1 0. 96+ 0.614 16.576BARING HONGKONGFUND US$ NOV/0` 68.67+ 62.334- 01.27+ 36.23+ 0.45160 WARDLEYWARDLEYTRUST 17.710US$ AUG/73 320.90+ 47,01+ 56.59-f- 56. 04+ ?x..40+61 WARDLEY 35.83+ 4,81+ 7.630WARDLEYBOND TRUST US$ SEP/78 84.10+ 69.00+ 63.444 38. 13+ 26.39+ 28.50+62 WARDLEY 4.111 13. 000WAf'.DL1= Y JAPANTRUST US$ SEP/79 356.60+ 70.77+ 147,63+ 127,38+ 42.79+63 SCHl=CI°I 21-1.03+ 3.98+ 45.160SCHRODERSASIA INT'L TRUST US$ JAN/72 227.25+ 70.134- 86,79+ 61.00+ 35. 06-t- 51 .2Ej 4- 5.931U- SCHCI°I 33.380SCHRODERSJAPAN FUND u s$ MAR/77 423.95+ 00.47+ 131.50+ 121 .02+ 50 .4+ 47.85+6J SCHUH 4.96•+ 27,040SCHRODERSHONG KONGFUND HI$ OCT/02 146,93+ 145.164- 01.39+ 29.19+6 6 SCIiCH 1.391SC:I-IRODEI? ASIANFD US$ IAY/7 3050+ 9.57+ 46 a-?+ 93.49+ 67.53+ 33.68+67 SCHFCH 2,07- 11.5934.130SCHRODERSCURRENCY3 BOND FUND US$ FEES/76 16530-1- Q6. 63+ 70.243+. 5:,.00+ 44.37+ 37.62-f-61) EUDKCUR 3.154 26,20El_I?OPEAN BIG TRADECURR-CAP US$ JAN/04 28 .85+ 21 .34+ 1.46+ 12,8f1F.
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